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What Is biotechnology?

¢ Biologics are drugs derived from substances naturally present in living
organisms

— E.g. vaccines, blood products, hormones, growth factors, antibodies
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¢ “Biotechnology” companies can be
— Profitable, fully-integrated protein drug companies
— Development stage/research platform companies
- May be developing vaccines, protein drugs, small molecules
— Tools/service providers
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The UK Healthcare sector
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Biotechnology in a UK context

¢ The UK pharma & biotech sector (excluding AlM-listed companies)
consists of 48 primary listed companies combined market
capitalisation ~ £125 billion
¢ 2 ethical pharmaceutical companies = ~90% total market
capitalisation
— l.e AstraZeneca (30%)and GlaxoSmithKline (58%)

¢ > 20 can be described as biotechnology companies, total market
capitalisation ~£2bn

¢ 21 other healthcare companies in a variety of areas

¢ This excludes AlM-listed companies
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Evolution of the UK biotech sector
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UK Biotech defined as: ACAMBIS, ALIZYME, ANTISOMA, BIOPROJECTS INTL., BIOFOCUS, BIOPROJECTS INTL., CAMBRIDGE ANTIBODY TECH., CELLTECH GROUP
DELIST 10/08/04, CENES PHARMACEUTICALS, COBRA BIO MANUFACTURING, CYPROTEX, CYTOMYX HOLDINGS, FULCRUM PHARMA. GENEMEDIX, GW
PHARMACEUTICALS, ML LABORATORIES, NEUTEC PHARMA, OXFORD BIOMEDICA, OXFORD GLYCOSCIENCES DEAD 21/07/03, PHARMAGENE, PHYTOPHARM,
PROTEOME, POWDERJECT PHARMS. DEAD 05/08/03, PROTHERICS, PROVALIS, SKYEPHARMA, SR PHARMA , THERATASE, TRANXENOGEN, VERNALIS, XENOVA
GROU, XTL BIOPHARMACEUTICALS

Source: Datastream
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The global biotechnology sector

M
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¢ The number of fully integrated protein drug manufacturers is low ... but
they make up the bulk of the industry’s sales and market cap

— Huge bias towards US

UK sector

Genentech

others

Amgen

m Genentech m Amgen © others m UK sector

¢ The total market capitalisation of UBS’s biotech covered universe is some
US$278bn

— This includes >40 companies
— The top two (Amgen, Genentech) contribute >50%,
— Total market capitalisation of all UK companies <2% of total
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Research versus Development
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The path to approval
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Research strengths but development weakness

¢ Recognition of “pockets of high quality research” in the UK

¢ BUT the perception is that “the industry has largely failed to develop
commercially significant drugs successfully”

¢ Europe-wide there is only ~ 25% success rate of drugs developed by
biotech sector in phase Il clinical trials reaching market

¢ Only one blockbuster drug has originated from UK biotech sector —
Humira
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Time horizons
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Time horizons — a disconnect

¢ It takes 5-10 years to develop a drug through clinical trials to market

— Target discovery, drug discovery and pre-clinical development can double
that time yet

¢ View from the sell-side
— recommendations on a 12-month view typically
— alegal requirement

¢ View from the buy-side
— “afiduciary duty to deliver a return in a reasonable timeframe”
— typically 1 year, can be much shorter, very rarely it extends to 4 years
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Disclosure Issues
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Disclosure 1ssues

¢ Three main areas where investors need information

¢ Clinical trials

— There should be as full as disclosure as possible of both successful and unsuccessful
trials

¢ Discussions with drug regulatory authorities
— Value of biotech companies driven by stage of clinical development their drugs are in
— Yet limited disclosure of regulatory discussions with US FDA, EMEA, UK MCA
— Drug regulatory authorities do not like others to make such discussions public
— Financial regulators need to engage drug regulators directly

¢ Marketing/licensing deals

— UK companies are under no obligation to disclose details of deals
-~ — “commercial sensitivity” is the issue
| — Yet US-listed companies have to file details of deals with SEC

— Sensitive financial details do not have to be disclosed publically
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Raising money. IPOs and follow-on offerings
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The UK IPO market/secondary financing

¢ Big difference between investment time horizon (0-4 years) and drug
development time (5-10 years)

¢ Drug development is expensive!
¢ High risk sector BUT information disclosure is limited

¢ If investors cant make money out of IPOs they won'’t invest
— Recent UK IPOs have traded down/not happened

¢ AIM market has proved an outlet for some fund raising
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Some Questions

¢

Why has the UK biotechnology sector not been more successful at clinical
drug development/commercialisation?

Can the disparate time horizons of institutional investors and companies be
reconciled?

Can we improve information disclosure?
Can “big pharma” help?

Can the biotechnology fund-raising be made more appealing to institutional
investors?

To what extent should biotech initiatives be pan-European?

Would paying more for innovative drugs to meet real clinical needs benefit the
UK biotech sector?

Would encouraging M&A help foster a more successful biotech sector?
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Companies Mentioned

Companies mentioned

Company Name Reuters Rating Price Price date/time
Acambis™® ACM.L Buy 2 218p 25 Apr 2005 21:09 BST
Alliance UniChem AUN.L Neutral 1 788p 25 Apr 2005 21:09 BST
AstraZeneca®'® AZN.L Neutral 2 (RRD) 2,255p 25 Apr 2005 21:09 BST
Cambridge Antibody™® CAT.L Buy 2 600p 25 Apr 2005 21:09 BST
GlaxoSmithKline'® GSK.L Neutral 1 1,224p 25 Apr 2005 21:09 BST
Nestor Healthcare®** NSR.L Buy 2 146p 25 Apr 2005 21:09 BST
Shire Pharmaceutical***® SHP.L Neutral 1 542p 25 Apr 2005 21:09 BST
Smith & Nephew**® SN.L Buy 2 525p 25 Apr 2005 21:09 BST
Whatman*®** WHM.L Buy 2 245p 25 Apr 2005 21:09 BST
Zeltia S.A. ZEL.MC Reduce 2 €6.58 25 Apr 2005 21:09 BST

Source: UBS. BST: British summer time.

2. UBS AG, its affiliates or subsidiaries has acted as manager/co-manager in the underwriting or
placement of securities of this company or one of its affiliates within the past 12 months.

4a.  Within the past 12 months, UBS AG, its affiliates or subsidiaries has received compensation for
investment banking services from this company/entity.

4b.  Within the past three years, UBS AG, its affiliates or subsidiaries has received compensation for
investment banking services from this company/entity.

14.  UBS Limited acts as broker to this company.

16.  UBS Securities LLC and/or UBS Capital Markets LP makes a market in the securities and/or
ADRs of this company.

Unless otherwise indicated, please refer to the Valuation and Risk sections within the body of this report.

For a complete set of disclosure statements associated with the companies discussed in this report,
including information on valuation and risk, please contact UBS Securities LLC, 1285 Avenue of
Americas, New York, NY 10019, USA, Attention: Publishing Administration.
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Rating definitions and allocations
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This report has been prepared by UBS Limited, an affiliate o

fUBS AG (UBS).

For information on the ways in which UBS manages conflicts and maintains independence of its
research product; historical performance information; and certain additional disclosures

concerning UBS research recommendations, please visit w

ww.ubs.com/disclosures.

UBS Investment Research: Global Equity Ratings Definitions and Allocations

UBS rating Definition UBS rating Definition Rating category Coverage * IB services 2
FSR is > 10% above FSR is > 10% above

Buy 1 the MRA, higher Buy 2 the MRA, lower degree  Buy 37% 30%
degree of predictability of predictability
FSRis between -10% FSR is between -10%

Neutral 1 a_nd 10% of the MRA, Neutral 2 and 10% of the MRA, Hold/Neutral 52% 32%
higher degree of lower degree of
predictability predictability
FSR is > 10% below FSR is > 10% below

Reduce 1 the MRA, hig her Reduce 2 the MRA, lower degree Sell 11% 25%

degree of predictability

of predictability

1: Percentage of companies under coverage globally within this rating category.
2: Percentage of companies within this rating category for which investment banking (IB) services were

provided within the past 12 months.
Source: UBS; as of 3 1 March 2005.

KEY DEFINITIONS
Forecast Stock Return (FSR)
yield over the next 12 months.
Market Return Assumption (MRA)
approximation of the equity risk premium).
Predictability Level

is defined as the one

is defined as expected percentage price appreciation plus gross dividend

-year local market interest rate plus 5% ( an

The predictability level indicates an analyst's conviction in the FSR. A predictability

level of '1' means that the analyst's estimate of FSR is in the middle of a narrower, or smaller, ran ge of
possibilities. A predictability level of '2' means that the analyst's estimate of FSR is in the middle of a

broader, or larger, range of possibilities.

Under Review (UR)  Stocks may be flagged as UR by the analyst, indicating that the stock's price ta rget

and/or rating are subject to possible change in the near term, usually in response to an event that may

affect the investment case or valuation.
Rating/Return Divergence (RRD)

This qualifier is automatically appended to the rating when stock

price mo vement has caused the prevailing rating to differ from that which would be assigned according
to the rating system and will be removed when there is no longer a divergence, either through market

movement or analyst intervention.

EXCEPTIONS AND SPECIAL CAS ES
US Closed -End Fund ratings and definitions are:

Buy: Higher stability of principal and higher stability

of dividends; Neutral: Potential loss of principal, stability of dividend; Reduce: High potential for loss of

principal and dividend risk.

UK and Eur opean Investment Fund ratings and definitions are:

Buy: Positive on factors such as

structure, management, performance record, discount; Neutral: Neutral on factors such as structure,

management, performance record, discount; Reduce: Negative on factors su

management, performance record, discount.
Core Banding Exceptions (CBE):

Exceptions to the standard +/

ch as structure,

-10% bands may be granted by the

Investment Review Committee (IRC). Factors considered by the IRC include the stock’s volatility and
the credit spread of the respective company's debt. As a result, stocks deemed to be very high or low
risk may be subject to higher or lower bands as they relate to the rating. When such exceptions apply,

they will be identified in the Companies Mentioned tabl

e in the relevant research piece.

Unless otherwise indicated, please refer to the Valuation and Risk sections within the body of this report.



Disclaimer

This report was produced by:UBS Limited, an affiliate of UBS AG (UBS).

Head Office: UBS Limited, 1 Finsbury Avenue, London, EC2M 2PP, UK Phone: +44-20-7567 8000

This report has been prepared by UBS AG or an affiliate thereof ("UBS"). In certain countries UBS AG is referred to as UBS SA.

This report is for distribution only under such circumstances as may be permitted by applicable law. It has no regard to the specific investment objectives, financial
situation or particular needs of any specific recipient. It is published solely for informational purposes and is not to be construed as a solicitation or an offer to buy
or sell any securities or related financial instruments. No representation or warranty, either express or implied, is provided in relation to the accuracy,
completeness or reliability of the information contained herein, except with respect to information concerning UBS AG, its subsidiaries and affiliates, nor is it
intended to be a complete statement or summary of the securities, markets or developments referred to in the report. The report should not be regarded by
recipients as a substitute for the exercise of their own judgement. Any opinions expressed in this report are subject to change without notice and may differ or be
contrary to opinions expressed by other business areas or groups of UBS as a result of using different assumptions and criteria. UBS is under no obligation to
update or keep current the information contained herein. UBS, its directors, officers and employees (excluding the US broker-dealer unless specifically disclosed
under required disclosures) or clients may have or have had interests or long or short positions in the securities or other financial instruments referred to herein,
and may at any time make purchases and/or sales in them as principal or agent. UBS (excluding the US broker-dealer unless specifically disclosed under
Required Disclosures) may act or have acted as market-maker in the securities or other financial instruments discussed in this report, and may have or have had
a relationship with or may provide or has provided investment banking, capital markets and/or other financial services to the relevant companies. Employees of
UBS may serve or have served as officers or directors of the relevant companies. UBS may rely on information barriers, such as "Chinese Walls," to control the
flow of information contained in one or more areas within UBS, into other areas, units, groups or affiliates of UBS.

The securities described herein may not be eligible for sale in all jurisdictions or to certain categories of investors. Options, derivative products and futures are not
suitable for all investors, and trading in these instruments is considered risky. Past performance is not necessarily indicative of future results. Foreign currency
rates of exchange may adversely affect the value, price or income of any security or related instrument mentioned in this report. For investment advice, trade
execution or other enquiries, clients should contact their local sales representative. Neither UBS nor any of its affiliates, nor any of UBS' or any of its affiliates,
directors, employees or agents accepts any liability for any loss or damage arising out of the use of all or any part of this report. Additional information will be
made available upon request.

United Kingdom and rest of Europe: Except as otherwise specified herein, this material is communicated by UBS Limited, a subsidiary of UBS AG, to persons
who are market counterparties or intermediate customers (as detailed in the FSA Rules) and is only available to such persons. The information contained herein
does not apply to, and should not be relied upon by, private customers. Switzerland: Distributed by UBS AG to persons who are institutional investors only. Italy:
Should persons receiving this research in Italy require additional information or wish to effect transactions in the relevant securities, they should contact Giubergia
UBS SIM SpA, an associate of UBS SA, in Milan. South Africa: UBS South Africa (Pty) Ltd (incorporating J.D. Anderson & Co.) is a member of the JSE
Securities Exchange SA. United States: Distributed to US persons by either UBS Securities LLC or by UBS Financial Services Inc., subsidiaries of UBS AG; or
by a group, subsidiary or affiliate of UBS AG that is not registered as a US broker-dealer (a "non-US affiliate"), to major US institutional investors only. UBS
Securities LLC or UBS Financial Services Inc. accepts responsibility for the content of a report prepared by another non-US affiliate when distributed to US
persons by UBS Securities LLC or UBS Financial Services Inc. All transactions by a US person in the securities mentioned in this report must be effected through
UBS Securities LLC or UBS Financial Services Inc., and not through a non-US affiliate. Canada: Distributed by UBS Securities Canada Inc., a subsidiary of UBS
AG and a member of the principal Canadian stock exchanges & CIPF. A statement of its financial condition and a list of its directors and senior officers will be
provided upon request. Hong Kong: Distributed by UBS Securities Asia Limited. Singapore: Distributed by UBS Securities Singapore Pte. Ltd. Japan:
Distributed by UBS Securities Japan Ltd to institutional investors only. Australia: Distributed by UBS AG (Holder of Australian Financial Services Licence No.
231087) and UBS Securities Australia Ltd (Holder of Australian Financial Services Licence No. 231098) only to "Wholesale" clients as defined by s761G of the
Corporations Act 2001. New Zealand: Distributed by UBS New Zealand Ltd.

© 2005 UBS. All rights reserved. This report may not be reproduced or redistributed, in whole or in part, without the written permission of UBS and UBS accepts no liability
whatsoever for the actions of third parties in this respect.
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